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Abstract 
This study examines the influence of capital structure on profitability of 46 family firms and 46 non-family firms in Malaysia. 
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see the influence on the profitability which is measured by return on equity. Using 276 firm year observations of Malaysian listed 
companies over three years, 2009 to 2011, the result shows that debt ratio is negatively and significantly related to profitability. 
The finding suggests that profitable firms depend more on equity as their main financing option. The results confirmed that 
increase in leverage position is associated with a decrease in profitability.  
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1. Introduction  
Leverage is one of the elements in the capital structure and it is also known as debt financing. Essentially, the 
capital structure is a combination of debt and equity that a firm used to finance its operations (Azhagaiah and 
Gavoury, 2011). Firms have the choices among many alternatives of capital structure whether to employ a large 
amount of debt or very little debt financing. Capital structure is very important to users of financial information, 
such as to shareholders, creditors, investors, regulators, analysts and other stakeholders. It is crucial because of the 
decision on capital structure could affect the performance of the firms (Gill et al., 2009; Shubita and Alsawalhah, 
2012).In addition, capital structure also provides information to the users and management on how strategic decision 
in the firms creating its value. Basically, the firm likely focused on their internal financing compared to the external 
financing in order to maintain firm’s sustainability (Ting and Lean, 2011). In a situation if external financing is 
inevitable, the firm will opt for secured debt compared to the risky debt and firms will only issue common stocks or 
equity as a last resort (Abor, 2005; Shubita and Alsawalhah, 2012). Further, the tax systems also seem as 
determinants for the firm in financing their debt (Azhagaiah and Gavoury, 2011). In the case where interest from the 
debt is not tax deductible, there will be no difference for the firms as to whether they use debt or equity to finance 
their assets. Thus, the firm will not choose debt financing as their capital structure since they will not receive any tax 
advantages of debt. Whilst, where interest is tax deductible, the firm would maximize the value of their firms by 
using 100 percent debt financing. This is due to the tax benefit that the firm able to enjoy using the debt financing as 
their capital structure. However, too high in debt financing for capital structure would expose the firm to default risk 
(Nadaraja et al., 2011) that points towards the probability of bankruptcy. Thus, the firm should balance both cost and 
benefits in deciding their optimal capital structure level. From the risk perspective, the higher the debt ratio, it will 
overwhelm the tax advantages of debt. In the situation of economic downturn, the firm might fall during hard times 
and if its operating income is insufficient to cover interest charges, then stockholders will have to make up the 
shortfall, and if they are not able to cover the shortfall, the firm may be forced into bankruptcy. Thus, too much debt 
will increase the bankruptcy risk for the firm. 
 Although the financial leverage provides tax benefits to the firm, it also increases default risk for the lending 
institutions such as bankers, credit unions, and other private lenders. Default risk referred as the uncertainty 
surrounding a firm’s ability to service its debts and obligations within specified time periods (Shubita & 
Alsawalhah, 2012). As leverage increases, not only the potential return in companies will decrease, but the 
companies’ ability to service its debt usually erodes, and the risk of credit default rises. To date, lack of study and 
concentration given to the association between capital structure and profitability especially in the Malaysian firms 
and therefore this study will look in depth on the relationship between capital structure and the firm’s profitability of 
public listed family firms and non-family firms in Malaysia. It is important to understand on how firms choose their 
financing choices by examining the relationship between capital structure and firm’s profitability and gauge the 
main attribute of capital structure that could influence on the firm’s profitability because long-term survivability of 
the firm heavily depends on its profitability and to know sound of capital structure decision made. Since interest is 
tax deductible in Malaysian tax systems, so that we expect that it will impact the capital structure decision made by 
the firm. Thus, study of capital structure would provide valuable insights on how strategic decision on implementing 
investments would affect firm values, which in return, used to determine the firm position in the market. The 
remaining sections of this paper are organised as follows; second section provides a review of the existing literature 
on capital structure and profitability and theoretical framework, next section explains the research methodology and 
the last section considers the conclusions drawn on research findings and its implications from the study.  
2. Literature review  
2.1. Conceptual framework 
The study of capital structure has generally been driven by the original theory in capital structure which 
developed by Modigliani and Miller (1958). The theory however concluded that financial leverage does not affect 
the firm’s market value. The theory was based on assumptions that there is perfect capital market, homogenous 
expectation, no tax rates and no transaction costs. These restrictive assumptions might do not hold in the real live 
which considered as irrelevant of capital structure. However, after incorporating tax benefits as determinants of the 
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capital structure of the firms, firms should use as much debt capital as possible in order to maximize their value 
(Modigliani and Miller, 1963). According to Modigliani and Miller theory, Miller (1977) distinguish three tax rates 
that determine the firm value namely the corporate tax rate, the tax rate imposed on the income of the dividends and 
the tax rate imposed on the income of interest inflows. Therefore, Miller (1977) argued that the firm value was 
depends on the relative level of each identified tax rate, compared with the other two.  
The other theories that have been advanced to explain the capital structure of firms include the trade-off theory 
and pecking order theory. However, it is apparent that there is no consensus on theories that explains a firm’s perfect 
capital structure. Based on the trade-off theory, if firms are more profitable, they prefer debt financing compared to 
equity financing (Miller, 1977), as to further improve their profits (Ahmad and Abdul Rahim, 2013). The theory is 
practically being adopted based on the firm’s choice for financing its operation after balancing the cost and benefits 
for each of the financing sources (Nadaraja et al., 2011). Both aspects of cost and benefits must be balanced as to 
determine the optimal capital structure. Firms should increase its debt level until it reach the balance of the tax 
advantages of borrowing against the costs of financial distress in case the interest is tax deductible. However, debt 
financing is exposed to default risk that points towards the probability of bankruptcy which required the firm to 
balance the two aspects of cost and benefits in deciding its optimal capital structure level. 
On the other hand, the pecking order theory (Myers and Majluf, 1984) claimed that a firm has high profits is 
assumed to have low debt levels as their capital structure (Ting & Lean, 2011). This is highly due to the information 
asymmetric element which included in the pecking order theory. The theory describes a hierarchy of financial 
choices for a firm, which starts from internally generated financing and later finance through external debt and 
equity will be the last resort for the firm’s financing process (Nadaraja et al., 2011). On top of that, if a firm use the 
external financing, it would indicate that the firm is not profitable thus adversely affecting its stock price. This event 
is closely related to the information asymmetries where the managers usually have more information on the firm. 
Therefore, they would only issue new shares when it is believed that the stock price is fairly or overly priced than 
the actual stock price. The information asymmetry also occurs when external financing signals that the firm having 
low profitability, which may affect the share price. Hence, new shares would be issued only when the stock price of 
the firm is deemed favourable to the management. This may again be mistakenly interpreted as the firm is not 
profitable and sourcing of external financing. Therefore, in order to indicate the good reputation of the firm, debt 
would be used first in the financing process instead of new stock issuance for financing requirement. According to 
Seifert and Gonenc (2008) this type of corporate practice usually has a large cash reserves and availability of 
financial slack in its financial statements. In addition, the theory is also closely related to the family firms (Jorissen 
et al., 2001) whereby the firm’s owner prefer internal financing for their company as to keep their shares within the 
family and therefore avoid external debt and equity financing. 
2.2. Profitability  
Profitability is also known as the financial performance and it is closely related to the capital structure of the 
firm. Based on previous studies, debt financing was found to help firms to enhance their performance (Amran and 
Che-Ahmad, 2011; Ting and Lean, 2011; Ahmad and Abdul-Rahim, 2013). However, previous studies had also 
found that the debt financing and profitability have significant and negative effect which is in line with the pecking-
order theory of finance. Moreover, the profitable firms choose to commit debt as their capital structure for their 
future profits would be subject to the terms and conditions of the lenders. As the result it will raise the opposite 
relation between profitability and leverage (Nadaraja et al., 2011). Family firms also are common and very popular 
in Malaysia and other Asian countries. Many researchers have explored on the ownership and composition of family 
firms in an economy (Anderson and Reeb, 2003; Shyu, 2011). Whether the family firm is an effective business 
model remains an issue of ambiguity especially in relation to the firm performance. It has generated a mixed result 
whether the family firms increase profitability or not. Some study indicates that family firms perform better than 
non-family firms in both profitability and market-based measurement as well as family firms have a long-term 
vision in investments and yield better returns (Jorissen et al., 2001). In addition, family firms may reduce agency 
problems because the owner is also the managers and their interests are likely to be more parallel with the firm’s 
objectives, thus increase the creditors’ confidence to lend (Vaknin, 2010), hence has a greater incentive to use more 
debts as their financing source. Anderson and Reeb (2003) also find that family firms have higher financial 
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performance than the non-family firms due to reducing of the principal-agent problem and the asymmetric 
information and therefore, erode the risk aversion. On the other hand, Ali et al., (2009) found that Malaysia is a 
country with weak institutional structures whereby most firms in Malaysia are predominantly owned by non-
bumiputera who are less favoured and earn less financial support by the bankers, government and financial 
institutions which resulting lower practice in debt financing. 
2.3. Capital structure  
The capital structure is the combination of debt and equity that a firm used to finance its operations (Gill et al., 
2009; Azhagaiah and Gavoury, 2011; Shubita and Alsawalhah, 2012). The debt ratio is one of the measurements 
used as to represent the capital structure, which is measured by total debt over total assets (Abor, 2005). Other than 
that, there are literature which measure the debt ratio with an alternative formula such as total liabilities over total 
assets (Gill and Mathur, 2011) and long-term debt over total assets (Anderson and Reeb, 2004). Nevertheless, it is 
not sufficient to measure the capital structure using one measurement or attribute only. This is because it may lead to 
incorrect conclusions about the capital structure of the firm (Shubita & Alsawalhah, 2012). Therefore, many of the 
previous studies use more than one measurement as the proxy for the capital structure such as combination of total 
debt to total assets, short-term debt to total assets and long-term debt to total assets as the proxies for the capital 
structure of the firm (Ahmad and Abdul Rahim, 2013). Following the previous studies, this study used three proxies 
for the capital structure to examine its relations with the profitability of the firms.  
2.4. Control variables 
Control variables is needed as to take into consideration that the different characteristics of demographic such as 
the firm size and industry types can distort bivariate studies comparing the characteristics of family and non-family 
firms (Jorissen et al., 2001). This study control for the firm size, sales growth and industry types of the family and 
non-family firms to see the moderating effect on the relationship between capital structure and firm’s profitability. 
Firm size reveals mixed directions with the association on the debt. Previous studies reported positive correlation 
between the firm size and the debt (Biger et al., 2008; Gill and Mathur, 2011). Nevertheless, there was a study found 
that the firm size negatively correlates with the capital structure (Ting and Lean, 2011). In addition, a study about 
the service industry in United States by Gill et al. (2009) does not find any significant relationship between the firm 
size and the leverage. Besides leverage, the firm size also reveals mixed directions on performance. In the case for 
larger firm size, it helps to boost company performance. Higher cash flows in the family firms will help to enhance 
the opportunity to expand their firm empire. Thus, firm performance is enhanced by the greater firm size. However, 
in the negative perspective when larger firm size, also may contribute to unmanageable firm operations, and thus, 
lead to a fall in firm performance (Amran and Che-Ahmad, 2011). 
Sales growth is one of the capital structure determinants. This is supported by a study from Nadaraja et al. (2011) 
where the sales growth is one of the firm-specific factors that have significant and consistent with capital structure 
theories. Several studies used changes in total assets as the measurement of the sales growth (Gill et al., 2011).  
However, this study adopted the study from Shubita and Alsawalhah (2012) where the sales growth is measured by 
the current year’s sales minus previous year’s sales divided by previous year’s sales and found that profitability 
increases with sales growth. However, a study by Gill et al. (2011) found negative relations with the growth 
opportunities in the Canadian firms. While, some literature also found there is no significant relationship between 
the growth opportunities and the leverage because the growth opportunities are not the determinant of capital 
structure (Gill et al., 2009). This study control for the industry types as to minimise heterogeneity and endogeneity 
in the samples of the study (Anderson and Reeb, 2004). Based on Elton and Gruber (1970), in doing a comparative 
study, researchers need to segregate firms into groups that having similar characteristics of behaviour. Thus, the 
industry types are a suitable metric of homogeneity because enable for the firm's classification in comparing the 
family and non-family firms. 
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2.5. Hypotheses development  
Previously, there are many studies around the world comparing family and non-family firms’ profitability but not 
specifically focusing with the capital structure (Abdellatif et al., 2010). Thus, this study attempts to examine the 
relationship between family and non-family firm’s performance with the capital structure in Malaysia. The capital 
structure was found to help the family firms to enhance their firm performance especially by using the debt 
financing (Amran and Che-Ahmad, 2011). Further, the higher amount of debt used by the firm signalling an 
investment opportunity for the family firms because it can be used to expand the family businesses into multi-
corporations (Anderson and Reeb, 2003). Family firms seem to make more use of short-term and long-term debt 
financing (Jorissen et al., 2001) and perform better and enjoy more sound capital structure than their counterparts 
(Abdellatif et al., 2010). A leverage measurement is used to examine the relationship with profitability of public 
listed companies in Malaysia. Gill et al. (2009) found that leverage is negatively correlated with profitability where 
higher profitable firms use less debt compared to less profitable firms. Similarly, Shubita and Alsawalhah (2012) 
revealed significant negative results between debt and profitability for industrial Jordanian firms. However, from 
Abor (2005) reveals a positive relationship between leverage and the profitability in Ghana context. Therefore, the 
hypotheses relating to the relationship between capital structure and performance in family and non-family firms in 
this study is stated as follows: 
 
H1: There is an association between short-term debt to total assets and profitability. 
H2: There is an association between long-term debt to total assets and profitability. 
H3: There is an association between total debt to total assets and profitability. 
3. Research methodology  
3.1. Sample and data collection  
This study uses sampled panel data restricted to companies listed at the Bursa Malaysia from 2009 to 2011. A 
three-year windows period from the year 2009 to 2011 is chosen to enable an examination of trends and reflect 
recent data as well as enabling a better analysis with current issues and the environment. There were 941 public 
listed companies as of December 2011. For the purpose of this study, the top 300 public listed companies are 
selected which ranked based on market capitalization while the remaining companies are excluded. Those 
companies which have incomplete annual reports, insufficient data and financial institutions due to different 
regulation are also excluded from the study. From this screening result on top 300 public listed firms, only 46 are 
considered as family firms for the year 2011. To make the result comparable, it is desirable to include the same 
firms in the sample for those entire three windows period which are from 2009 to 2011 leading to a total sample of 
138 public listed family firms. For the comparison purposes, another 46 non-family firms have been selected from 
the companies listed under top 300 on Bursa Malaysia in order to match pairs with the family firm. A matched pair 
methodology is used to control important characteristics such as firm size and types of industry (Jorissen et al., 
2001). Therefore, the non-family firm selections are based on the same industry with family firms from seven 
sectors listed on Bursa Malaysia which consists of trading and services, construction, consumer products, industrial 
products, property, plantation, and technology making the final sample was 276 firms-year observations for the year 
2009 to 2011. The data for identifying the presence of family firms are collected from the companies’ annual reports 
while the financial data was obtained from the DataStream.  
3.2. Variable mMeasurement  
This study measured firm’s profitability by return on equity (ROE). The ROE is measured by the contribution of 
net income over shareholders’ equity. The ROE was used as it interpret the efficiency of the owners’ invested 
capital in the firm (Shubita and Alsawalhah, 2012). The leverage measurement is proxies by three independent 
variables which is short-term debt to total assets, long-term debt to total assets and total debt to total assets to 
examine the relationship with profitability of listed family and non-family firms in Malaysia. In order to reduce the 
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influence from the control variables in the profitability of the firms, this study control on the size of firms which is 
measured using the natural logarithm of sales, sales growth, measured by the current year’s sales minus previous 
year’s sales divided by previous year’s sales and the types of industry used for measuring the industry variable. The 
summary of variable used in this study is summarized as below: 
 
Table 1. Variable measurement 
Variables Definition  
Dependent variables: 
ROE Return on equity, net income/average equity. 
 
Independent variables: 
SDA Short-term debt, short term debt/total assets 
LDA Long-term debt, long term debt/total assets 
TDA Total debt, long term debt/total assets 
 
Control variables: 
 
SIZE Firm size, natural logarithm of firm’s sales 
GROWTH Sales growth, current year’s sales minus previous 
year’s sales divided by previous year’s sales 
IND Industry types  
3.3. Research models 
In this study, the general multivariate model is used as the basis of empirical analysis for testing the hypotheses. 
Each multivariate model is run separately for each family and non-family firms. The hypothesized relationships are 
modelled as follows: 
 
ܴܱܧ௜௧= ߚ଴ + ܤଵܵܦܣ௜௧ + ܤଶܵܫܼܧ௜௧ + ܤଷܩܴܱܹܶܪ + ܤସܫܰܦ௜௧ + ߝ௜௧                                                                                    (1) 
 
                   ܴܱܧ௜௧= ߙ଴ + ߙଵܮܦܣ௜௧ + ߙଶܵܫܼܧ௜௧ + ߙଷܩܴܱܹܶܪ + ߙସܫܰܦ௜௧ + ߝ௜௧                                 (2)  
 
ܴܱܧ௜௧= ߣ଴ + ߣଵܶܦܣ௜௧ + ߣଶܵܫܼܧ௜௧ + ߣଷܩܴܱܹܶܪ + ߣସܫܰܦ௜௧ + ߝ௜௧                      (3)            
                                                               
 
Where;  
ߚ଴ǡ ߙ଴ǡ ߣ଴is the intercept of the equation 
ߚǡ ߙǡ ߣis a regression coefficients 
ܴܱܧis return on equity, net income over average equity. 
ܵܦܣ is short term debt over total assets  
ܮܦܣ is long term debt over total assets  
ܶܦܣ is total debt over total assets  
ܵܫܼܧ is a natural logarithm of firm’s sales 
ܩܴܱܹܶܪ is current year’s sales minus previous year’s sales divided by previous year’s sales. 
ܫܰܦ is industry types. 
i is firm.  
t is period, 2009, 2010 and 2011. H is error term. 
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4. Data analysis and findings  
4.1. Descriptive statistics  
The descriptive statistics had shown that the total amount of data for each family and non-family firms are 138 
encompass of a three year windows period respectively. Table 2 provides a summary of the descriptive measures of 
the dependent, independent and some control variables for the sample of firms. From the analysis, the mean of the 
sample of family firms in Malaysia is 10.52 percent and 7.89 for non-family firms. This indicates that the mean of 
the ROE for non-family firms in Malaysia is below from the family firms. This finding is supporting the study by 
Jorissen et al. (2001) where the family firms achieve higher profitability levels than non-family firms. As for the 
minimum values, the statistics show that the values are negative for all returns on equity which is -160.45 percent 
for family firms and -58.86 percent for non-family firms. Whilst, for maximum value for family firms is 40.36 
percent also above the value of non-family firms which is 29.58 percent. In summary, the highest and lowest scores 
for dependent variable shown that family firms are higher compared to non-family firms. This may suggest that the 
family firms are more effective in using equity as to generate their earnings compared to their non-family firms 
(Shubita and Alsawalhah, 2012).   
 
     Table 2. Descriptive statistics for dependent variable (return on equity). 
Firm types N Mean Minimum Maximum 
Family 138 10.516 -160.450 40.360 
Non-Family 138 7.892 -53.860 29.580 
 
According to the scores for independent variables, table 3 shows that the mean score for SDA, LDA and TDA in 
family firms are slightly higher compared to non-family firms mean scores. The mean scores in family firms for 
SDA are 11.8 percent; LDA is 11.2 percent; and TDA is 23 percent. On the other hand, the mean scores in non-
family firms for SDA is 11.6 percent; LDA is 10 percent; and TDA is 21.5 percent. From this finding, TDA in both 
types of firms seem to be depending on the short-term debt financing in their operations comparing with the long-
term debt may be due to the difficulty in accessing long-term credit from banks (Shubita and Alsawalhah, 2012) or 
in line with the pecking order theory. Overall, family firms have higher scores for all categories compared to non-
family firms except for the maximum value in LDA. From this descriptive statistics, non-family firms employ 
slightly higher LDA as to finance its capital structure compared to family firms. And for the minimum value of 
leverage, both types of firm have similar value of zero. 
 
Table 3. Descriptive statistics for independent variables of family firms (FF) and non-family firms (NFF) (N=276) 
Independent variables Mean Minimum Maximum 
 FF Non-FF FF Non-FF FF Non-FF 
SDA .118 .116 .000 .000 .961 .698 
LDA .112 .100 .000 .000 .537 .541 
TDA .230 .215 .000 .000 1.50 .721 
 
In term of the control variables, table 4 the size of firms in this study is measured based on the natural logarithm 
of the firm’s sales. From the related table, the statistics depicted that the average firm size of family firms is 5.81 
percent which is slightly higher compared to non-family firms of 5.75 percent. In non-family firms also have lowest 
firm’s sales of 4.35 percent compared to 4.95 percent in family firms. However, the maximum score for non-family 
firms’ sale is 7.39 percent slightly higher compared to 7.25 percent in family firms. In terms of sales growth, it is 
computed based on the current year’s sales minus previous year’s sales divided by previous year’s sales (Shubita 
and Alsawalhah, 2012). In contrast to firms’ size, the average of sales growth in non-family firms is higher with 
0.15 percent compared to family firms only 0.02 percent. The sales growth of family firms is lower compared to 
non-family firms since it has lowest sales growth (-10.24 percent) and the maximum sales growth (1.48 percent) is 
slightly lower compared to non-family firms’ scores. From this descriptive statistics, the findings may suggest that 
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the sales growth of non-family firms is more successfully growth compared to the family firms. Thus, the sales 
growth represents as a control variable as to control its effect on the profitability model. 
Table 4. Descriptive statistics for control variables of family firms (FF) and non-family firms (NFF) (N=276) 
Control variables Mean Minimum Maximum 
 FF Non-FF FF Non-FF FF Non-FF 
Firm Size 5.813 5.750 4.949 4.346 7.252 7.387 
Sales Growth .022 .146 -10.240 -.790 1.480 8.900 
 
Next, frequency statistic in table 5 reveals that out of 276 firm-year observations for the three year windows, the 
industry with the highest number of family and non-family firms are the industrial products and the lowest industry 
is from the technology sector. Basically, this study employs matched pair methodology for both family and non-
family firms which are equally selected from the similar industry involved with the family firms as to control the 
industrial influences on the leverage and profitability. 
 
Table 5. Frequency statistics for industry types of family and non-family firms (N=276) 
Industry types Frequency Percent Cum. Percent 
Trading/Services 24 8.7 8.7 
Construction 18 6.5 15.2 
Consumer Products 42 15.2 30.4 
Industrial Products 114 41.3 71.7 
Property 48 17.4 89.1 
Plantation 24 8.7 97.8 
Technology 6 2.2 100.0 
Total  276 100.0  
4.2. Mann-Whitney U Test 
According to the findings, ROE for this study has violated the normal distribution assumption. The rule of thumb 
for skewness and kurtosis shall below 2 and -2 as to be normally distributed. Thus, the ROE in this study has 
violated the normality assumption of these samples where the value for kurtosis and skewness are above 2 and -2, 
thus non-parametric alternative is the most suitable for the means comparison. The study uses Mann-Whitney U 
Test as the non-parametric alternative in order to test whether the means for family and non-family firms differ 
significantly. Based on table 6, as for the family firm, the mean rank score of return on equity is 151.62 while 
125.38 for non-family firms’ mean rank. Mann-Whitney U test for both firms is 7711. In addition, the result also 
shows that the Z-value of -2.731 with a significant level at the 1 percent level. Therefore, there is a significant 
difference in the ROE for family and non-family firms with the magnitude of the differences in the means (mean 
difference = 26.24).  
 
Table 6. Mann-Whitney U test for return on equity between family and non-family firms 
Variable Medium Rank Mann-Whitney U Test Stat Z-value 
 Family Firms Non-Family Firms   
Return on Equity 151.62 125.38 7711.000 -2.731*** (.006) 
Notes: Grouping variable: Family firm (assigned value of 1), non-family firms (assigned a value of 0); 92 
Public listed companies of 46 for family firm and 46 for non-family firms. 
 
4.3. Correlation matrix 
Table 7 provides a summary of partial correlation that has been used in this study as to reduce the influence from 
control variables such as the firms’ size, sales growth and industry types. A partial correlation correlates leverage 
and profitability while keeping constant the control variables in this study. The strength of correlations between the 
leverage and ROE in family firms were little and if any correlation, significant at the 1 percent level and negatively 
52   Masdiah Abdul Hamid et al. /  Procedia Economics and Finance  31 ( 2015 )  44 – 55 
correlates for LDA (-.260) and TDA (-.223) with ROE. However, there is no significant value for the relationship 
between SDA and ROE. Similar to the findings for non-family firms, all leverage measures have negative 
correlation with ROE. All leverages were significant at the 1 percent level correlate with ROE. In contrast with 
family firms, non-family firms have low negative correlation for SDA (-.308) and TDA (-.372) with the ROE. Only 
LDA (-.257) have little if any correlates negatively with ROE with significant at the 1 percent level. 
 
Table 7. A correlation matrix of variables used in the study for family firms (top) and non-family 
firms (bottom) (N=138) 
 ROE SDA LDA DA 
ROE 1 -.091 -.260*** -.223*** 
SDA -.308*** 1 .200** .789*** 
LDA -.257*** .162* 1 .760*** 
DA -.372*** .796*** .727*** 1 
Notes: All p-value are two-tailed. ***Correlation is significant at the .01 level; **Correlation is 
significant at the .05 level; and *Correlation is significant at the .10 level 
4.4. Multivariate analysis 
In relation to the regression model 1 for family firms, table 8 shows that the R square of 13 percent variation in 
profitability affected by the SDA of family firms. In contrast, the R square for the SDA to influence the profitability 
in non-family firm is only by 11.6 percent which is lower compared to the family firm. The average value of ROE in 
family firms decreases by 14.57 percent, on average, for each additional 1 percent in SDA. In non-family firms 
proved that the average value of ROE decreases by 29.14 percent, on average, for each additional 1 percent SDA. 
Thus, we can conclude that the SDA in non-family firms have higher negative influence compared to family firms 
with the assumption the other variables are constant. In addition, the findings in regression model 1 also shown that 
the profitability of family firm increases with the control variables of sales growth and correlation is significant at 
the 10 percent level, similar to the study from Shubita and Alsawalhah (2012). However, the results show that the 
profitability decreases with the increase in the firm size and industry types with significant value at the 1 percent 
level and 10 percent level respectively. In contrast, the results for control variables in non-family firms are not 
significant to the regression model 1 even though all control variable have positive relationship with profitability 
except for the industry control that have negative result.  
Firm size is measured by the sales made by the firm, thus according to this negative relation between sales and 
profitability in family firms may be due to the management entrenchment. Anderson and Reeb (2004) report that 
family ownership and control, in Spanish firms, is associated with greater managerial entrenchment. Consistent with 
previous studies (Anderson and Reeb, 2003; Bartholomeusz and Tanewski, 2006; Villalonga, and Amit, 2008) 
families are also capable of expropriating wealth from the firm through excessive compensation, related-party 
transactions, or special dividends to expropriate the wealth of outside shareholders. Thus, this is might be the reason 
for negative relationship between sales and profitability in the family firms due to the incentives and power from the 
founding families to take actions that benefit themselves at the expense of firm profitability. There is a significant 
regression model for both types of firm and there is evidence that at least one variable affects the profitability of 
firms even though the R square for both firms types is low. This is supported by very significant value at the level of 
1 percent for the F-test in both regression models 1 in family (4.95) and non-family firms (4.37). However, only the 
H1 for non-family firms in this study is accepted because the correlation coefficient for family firm is insignificant.   
Regression model 2 in family firms shows a significant negative association between LDA and ROE in family 
firms (-43.73 percent). Similarly, as in non-family firms also have significant value at the 1 percent level and 
negative associations between LDA and ROE with -27.56 percent which is lower than family firms. This implies 
that an increase in the long-term debt position is associated with a decrease in profitability. According to the R 
square value, in family firms the long-term debt has significantly influenced more on profitability with 18.1 percent 
compared to the non-family firms with only 8.8 percent. This is explained by the fact that debts are relatively more 
expensive than equity, and therefore employing high proportions of them could lead to lower profitability. The 
results also supported from the earlier findings by Shubita and Alsawalhah (2012). Similar to model 1, the findings 
also have shown that profitability of family firm increases with the control variables of sales growth and correlation 
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is significant at the 5 percent level. However, the results have shown that the profitability decreases with the 
increase in the firm size and industry types with significant value at the 5 percent level. On the contrary, the results 
for control variables in non-family firms also are not significantly similar to the regression model 1. Overall, 
regression model 2 also significant for both types of firm and there is evidence that at least one variable affects the 
profitability of firms even though the R square for both firms types is low. This is supported by very significant 
value at the level of 1 percent for the F-test in both regression models 2 in family (7.37) and non-family firms 
(3.21). Therefore, the H2 in this study is also accepted. 
Both family and non-family firms in regression model 3 has the highest R square compared to model 1 and model 
2. However, the R square for family firms is higher by 16.6 percent compared to non-family firms only 15.9 percent 
variation in profitability affected by the TDA. From this finding, the average value of ROE decreases by 23.62 
percent for each additional 1 percent of TDA in the family firm. Similarly, the average value of ROE also decreases 
by 24.50 percent for any additional 1 percent of TDA in non-family firms. Basically, the results from regression 
model 3 indicated a significant negative association between total debt and profitability. The significant negative 
regression coefficient for total debt implies that an increase in the debt position is associated with a decrease in 
profitability. Therefore, the higher the debt, the lower the profitability will be. Again, this suggests that profitable 
firms depend more on equity as their main financing option for both family and non-family firms due to low R 
square in regression analysis (Shubita and Alsawalhah, 2012). Hence, H3 is accepted. 
Similar to the findings in model 1 and model 2, the profitability of family firm increases with the control 
variables of sales growth and correlation is significant at the 10 percent level. However, the results show that the 
profitability decreases with the increase in the firm size with significant value at the 5 percent level. In contrast, the 
results for control variables in non-family firms are not significantly similar to the regression model 1 and model 2 
in non-family firms. For all regression models 1, 2, and 3 in non-family firms, similar with prior study (Gill et al., 
2009), there is no significant relationship between the sales growth, firms’ size and industry with the ROE was 
found. Overall, there is a significant regression model for both types of firm and there is evidence that at least one 
variable affects the profitability of firms even though the R square for both firms types is low. This is supported by 
very significant value at the level of 1 percent of the F-test in both regression models 3 in family (6.63) and non-
family firms (6.27) as in table 8.  
 
Table 8. Regression Analysis for family firms (FF) and Non-Family Firm (NFF) (N=276) 
 
 Model 1 Model 2 Model 3 
 
Family firms Non-Family 
firms 
Family firms Non-Family 
firms 
Family firms Non-Family 
firms 
SDA -14.565 -29.139***     
LDA   -43.735*** -27.560***   
TDA     -23.617*** -24.504*** 
SIZE -11.191*** 2.315 -8.161** 1.310 -8.365** 2.137 
GROWTH 3.244* 1.082 3.870** 1.243 3.328* .884 
IND -2.302* -.532 -2.477** -.642 -1.951 -.588 
F-test 4.953*** 4.369*** 7.370*** 3.208** 6.625*** 6.266*** 
R square .130 .116 .181 .088 .166 .159 
 
Notes:  
Model 1: 
0 1 2 3 4it it it it itROE SDA SIZE GROWTH INDE E E E E H      ;  
Model 2: 
0 1 2 3 4it it it it itROE LDA SIZE GROWTH INDD D D D D H      ;  
Model 3: 
0 1 2 3 4it it it it itROE TDAt SIZE GROWTH INDO O O O O H      ; 
All p-value are two-tailed. ***Correlation is significant at the .01 level; **Correlation is significant at the .05 level; 
and *Correlation is significant at the .10 level 
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5. Conclusion 
Capital structure and profitability information about a firm are significant especially to the lenders. It is important 
for the lenders to understand and review cash flows, the level of assets and liabilities, market value, volatility of the 
company assets, liquidity of assets, and others on a yearly basis to control the firms. This step is important for any 
economic condition especially during the downturn time. For the period of economic downturn condition, sales level 
tends to go down which cause cash inflow problems for the firms. Consequently, firms start defaulting liability 
payments. Thus, by understanding and proper review of a company's cash flow, lenders and companies able to 
reduce the default risk and will minimize losses especially for the lending institutions (Gill, et al., 2011; Shubita and  
Alsawalhah, 2012). For that reason, in any business firm, the decision on the capital structure is very important for 
the success of business operation. The decision is crucial due to the need to maximize the earnings, and also the 
impact of such decision on the ability of the companies to deal with its competitive environment. Hence, the main 
objective of this study is to examine the relationship between profitability and capital structure of family and non-
family firms in Malaysia. The study uses leverage measures as the proxies for capital structure and return on equity 
(ROE) as the proxy for firm’s profitability. Thus, for the purpose of this study, a sample of 276 firm-year 
observations from 2009 to 2011 is selected. The findings from univariate analysis revealed that there are significant 
differences of mean variance in profitability between family and non-family firms in Malaysia. In addition, the 
result also revealed significant negative relationship between capital structure and profitability in all three leverage 
measurements except for the SDA in family firms. According to the regressions result of this study revealed that an 
increase in leverage position is associated with a decrease in profitability. In other words, the higher the leverage, 
the lower the profitability of the family and non-family firms. Hence, this study does not agree with the trade-off 
theory. This is because according to this theory, firm with high profit prefer debt financing to further improving their 
profits (Ting and Lean, 2011). On the other hand, the findings of this study is parallel with the pecking order theory 
where the hypotheses describes a hierarchy of financial choices for a firm, which starts from internally generated 
financing, after that financing using external debt and lastly outside equity (Nadaraja et al., 2011). Therefore, 
according to pecking order theory, a profitable firm would use less external financing as its capital structure, similar 
to the findings in Malaysian family and non-family firms studied in this sample selection. In a nutshell, all three 
hypotheses developed in this study are accepted. There is a negative association between short-term debt ratio, long-
term debt ratio and total debt ratio with the profitability of family and non-family firms in Malaysia. Based on these 
results the following recommendations are suggested. The first recommendation is this study revealed that the R 
square values are too small for all three regression models in both family and non-family firms. Thus, in future 
research, other variables or other sampling techniques could be used to explain the relationship between the capital 
structures and profitability of the family and non-family firms. The future research could extend this study to small-
medium firms or with government-linked companies. It is expected that the effect of capital structure could be 
different from the large public listed companies as compared to small-medium sized companies and the government-
linked companies. Therefore, future research is encouraged to employ in-depth interviews in some carefully selected 
public listed in Malaysia as to further clarify and better understand on how family firm and non-family firms 
determine their capital structure strategy. Future research also should be conducted in other countries besides 
Malaysia as to assess the capital structure strategies of family firms or comparison between family and non-family 
firms from other countries with Malaysian firms. 
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